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Abstract 
The International Accounting Standards Board (IASB) issued the IFRS 13 standard regulating the valuation of assets and 
liabilities at fair value, effective from 1. 1. 2013. The standard provides requirements for inputs as well as innovated valuation 
techniques for determination of the fair value. The intention of the authors is to carry out a set of empirical studies on the impacts 
of the IFRS 13 implementation into the accounts of the banks. The contribution contains the results of the first partial study 
aimed at ascertaining the state of IFRS 13 implementation in the Czech banks. It detects the readiness of the banks for 
implementation and also the categories of financial instruments that will be most affected by this implementation, including the 
rate of this influence. The paper also evaluates the anticipated benefits of the IFRS 13 implementation from the perspective of 
banking practice. 
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1. Introduction 
The Conceptual Framework for the Preparation and Presentation of Financial Statements in line with the IFRS 
does not define fair value as one of the measurement approaches. However, over the past decade, fair value has 
gained an important position in the IFRS standards and, currently, the requirement or possibility of applying the fair 
value measurement starts appearing in a number of individual standards and interpretations. Thus, fair value is 
a common measurement parameter. According to Gláserová (2012), it is quite obvious that fair value as an asset 
measurement approach positively enhances the predicative ability of financial statements as its places greater 
emphasis on the principle of fair presentation of facts. 
Fair value is applied in the following financial reporting standards: 
x IAS 11 Construction contracts 
x IAS 16 Property, plant and equipment 
x IAS 17 Leases 
x IAS 18 Revenue 
x IAS 36 Impairment of assets 
x IAS 38 Intangible assets 
x IAS 40 Investment property 
x IAS 41 Agriculture 
x IFRS 3 Business combinations 
x IFRS 5 Non-current assets held for sale and discontinued operations 
x IFRS 9 / IAS 39 Financial Instruments  
 As a result of the growing importance of fair value to measure assets and liabilities and given the fragmentation 
of the standards and the lack of consistency in their application, the IASB and FASB took a decision on establishing 
mutually acceptable and uniform guidelines. This has resulted in the IFRS 13 standard titled Fair Value 
Measurement. Majdloch (2012) states that the fair value definition in accordance with IFRS 13 has become 
compatible with the definition set out in the American standards US GAAP following a long convergence process. 
The European Commission adopted the international financial reporting standard IFRS 13 on 11th December 
2012 (EU Commission Regulation No. 1255/2012, 2012). Standard IFRS 13 is effective for the accounting period 
starting as of 1st January 2013. Its effect is prospective.  
2. Literary overview 
Standard IFRS 13 defines fair value as the price that would be received to sell an asset or paid to transfer 
a liability in an orderly transaction between market participants at the measurement date (International Financial 
Reporting Standards, 2013).  
The existing definition provided in accordance with IAS 39 designated fair value as the amount for which 
an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm's length 
transaction (International Accounting Standards Committee Foundation, 2011). 
The change in the definition of fair value in accordance with IFRS 13 compared to the previous legal form (IAS 
39) is confirmed by Cvečková (2013). She sees the principal change in the fact that fair value in accordance with 
IFRS 13 is centred on the market value rather than an accounting entity-specific measurement. 
In defining fair value, standard IFRS 13 underscores the exit nature of the price and the market effects on the 
price setting. The exit price aspect is emphasised by Deloitte (2011). The intention of the accounting entity to keep 
an asset or settle it or otherwise repay a liability is not relevant in the fair value measurement in accordance with 
IFRS 13, unlike in the IAS 39 standard. 
According to Trytko (2013), the specific fair value definition is theoretical. He sees a problem in the fact that the 
accounting entity determining fair value must build on the same assumptions as those that would also be used by 
other market participants, which is, in the author’s view, a great unknown.  
Trytko’s position (2013) can be responded to by stating that IFRS 13 directly indicates that the accounting entity 
need not carry out any complete market survey but it is obliged to reflect all information that is available to it about 
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the market. This indicates that as a result of differing market information, the entities will not build on the same 
assumptions in the fair value measurement but on information available to them at the given time and place.  
According to the European Commission (2012), the standard does not identify asset and liability items to be 
measured at fair value. The standard defines how to determine the fair value for the purposes of financial reporting. 
According to Duff & Phelps (2011), no increase in the number of items measured at fair value can be expected. 
A number of authors agree that IFRS 13 creates a uniform framework for fair value measurement and provides 
methodological guidelines for how to proceed in valuing assets, liabilities and capital instruments at fair value – this 
aspect is emphasised by Cvečková (2013), European Commission (2012), Duff & Phelps (2011) and the European 
Public Real Estate Association (2013).  
The standard introduces consistent requirements for disclosing information related to the fair value measurement. 
Wilson and Drew (2012) state that IFRS 13 establishes a uniform framework for determining fair value across all 
standards being used to date. 
Standard IFRS 13 lists requirements to be fulfilled by the accounting entity to determine fair value. The 
accounting entity should determine the following: 
x Valued asset or liability  
x The principal or most advantageous market in which a standard transaction for the asset or liability would take 
place  
x For a non-financial asset, the greatest and best use 
x Suitable valuation techniques 
x Consider assumptions to be employed by market participants in setting the price of an asset or liability  
According to Vašek (2012), the European Commission (2012), and Duff & Phelps (2011), IFRS 13 helps the 
users identify the parameters for the price titled fair value by offering a specific definition of these requirements. 
In determining fair value as the exit price, standard IFRS 13 assumes that the transaction will be made in the 
principal market, i.e. the market with the greatest transaction volume for the relevant asset or liability. In the event 
of the non-existence of the principal market, the transaction will be made in the most advantageous market, i.e. the 
market where the accounting entity would gain the best price in relation to the relevant asset or liability. The 
accounting entity must respect the fact that if there is a principal market for the asset or liability, the fair value 
measurement will be the price in such a market although the price in a different market as of the measurement date 
may potentially be more advantageous for the accounting entity. 
Naturally, the entities will not report identical prices at the fair values of their assets and liabilities as they have 
access to various markets and, therefore, the principal or most advantageous markets will vary for different entities. 
Standard IFRS 13 (19) admits differences in determining the fair value of assets and liabilities amongst specific 
entities based on their relations to the market. 
IFRS 13 distinguishes between three levels of inputs according to the quality of the input data. Level 1 inputs are 
unadjusted quoted prices in active markets for identical assets or liabilities. This price is the most reliable evidence 
of fair value and it is used by the accounting entity whenever available. Its use is expected in the field of financial 
assets and financial liabilities. In the event an accounting entity can not use quoted prices of an identical asset or 
liability at fair value measurement, the standard enables Level 2 and 3 inputs to be applied. Level 2 inputs are inputs 
other than quoted prices (included within Level 1 inputs), which are directly or indirectly observable for the asset or 
liability. 
Level 2 inputs include: 
x Quoted prices for similar assets or liabilities in active markets 
x Quoted prices for identical or similar assets or liabilities in markets that are not active 
x Inputs other than quoted prices that are observable for the asset or liability (interest rates, etc.) 
If Level 2 inputs are used, IFRS 13 allows for the applied input adjustment. The adjustments will differ due to 
factors specific for the valued asset or liability.  
Level 3 inputs are unobservable inputs for the asset or liability. Unobservable inputs are used when there are no 
Level 1 or 2 inputs available. Nevertheless, the measurement target remains the same, i.e. to determine the input 
price at the measurement date from the point of view of the market participant holding the asset or liability. In 
valuing the asset or liability, unobservable inputs reflect such assumptions that would be used by other market 
participants, including risks. The European Public Real Estate Association (2013) understands Level 3 inputs as the 
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lowest quality inputs. It draws attention to the fact that if an accounting entity uses Level 3 inputs, detailed data on 
the quantity and quality of such inputs must be disclosed.  
The intention of employing the valuation techniques is to estimate the price that would be received to sell an asset 
or paid to transfer a liability in an orderly transaction between market participants at the measurement date. Standard 
IFRS 13 classifies as valuation techniques the market approach, cost approach and revenue approach. The standard 
emphasises a consistent approach in applying the valuation techniques. The consistent approach is emphasised by 
Janoušková and Šrámková (2012) adding that a change in the valuation technique may be caused by the creation of 
a new market, new information, valuation technique improvement or a change in the market conditions. Wilson and 
Drew (2012) state that an accounting entity is obliged to apply a valuation technique that is suitable given the 
circumstances and for which there are enough necessary inputs at the relevant level available. 
A fair value hierarchy is created as a result of a differing quality of inputs and by using the valuation techniques. 
The purpose of the fair value hierarchy is to improve the transparency and comparability in the fair value 
measurement. Provided that the fair value “quality” measure as the price of an asset or liability is its sensitivity to 
a change of the active market parameters, the highest “quality” is provided by the fair value determined by the Level 
1 inputs. 
Špeťko (2011) states that the fair value determination is often associated with a certain degree of estimates and 
the resulting inaccuracy in determining the fair value. Therefore, in these cases IFRS 13 requires that the accounting 
entity should disclose more detailed information related to the fair value estimates in its financial statements. The 
presented information will be important for the user of the financial statements. 
To ensure that the exit price of the transaction between market participants has the nature of fair value, the 
accounting entity must apply the approach shown in Fig. 1. 
Fig. 1. Fair value determination. 
Fig. 1 shows the process resulting in determining the fair value of an asset or liability. The quoted price in the 
active market for identical assets and identical liabilities represents approach at Level 1. If the quoted price for the 
accounting entity is available, this price is the fair value of the asset or liability. In other cases, the accounting entity 
must use Level 2 or 3 inputs in combination with the valuation techniques. This procedure results in the exit price in 
the form of the fair value, nevertheless, a fair value of lower hierarchy. 
Standard IFRS 13 also provides that Levels 1–3 inputs are not applied if the asset or liability measured at fair 
value has a bid price and an asking price. In such a case, the best representative is the fair value determined as 
a price within the spread between the bid price and the asking price. The standard also recognises the use of a mid-
market price as being suitable for the fair price measurement within the spread, unless there is a better option 
available. This determination is critically reviewed by Jílek and Svobodová (2013). These authors state that this fair 
price determination is inaccurate. They draw attention to the existing IAS 39, which strictly requires that the 
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financial assets should be valued as the current bid price, financial liabilities should be valued at the current asking 
price and if the accounting entity has financial assets and financial liabilities with mutually compensated market 
risks, the mid-price may be applied.  
The intention of the introductory part of this paper was to use secondary data in order to detect and analyse new 
findings implemented by IFRS 13 in particular in terms of the definition of the fair value, requirements for inputs 
needed to determine fair value and the applicable valuation techniques. The following part examines how the Czech 
banks get ready for the IFRS 13 standard implementation and what impacts of the implementation are expected by 
bank managers in the financial reporting. The study contains the outcomes of the first study performed by the 
authors focusing on the status of implementing IFRS 13 in Czech banks. The study surveys the readiness of the 
banks for the implementations and the groups of financial instruments that will be most affected by the 
implementation including the extent of such an effect. It evaluates the envisaged benefits of implementing IFRS 13 
from the viewpoint of bank practice. 
3. The empirical study in the Czech banking sector 
3.1. Methodical background 
The method selected to collect the relevant data was questioning. The questioning had a form of questionnaires 
sent electronically and listing 11 structured questions. The survey was taking place during September 2013. The 
purpose of the empirical study was to answer the following survey questions: 
1. What is the status of implementing IFRS 13 in the Czech banks in the second half of 2013? 
2. Does the IFRS 13 implementation entail a change in the fair value conception; is the IFRS 13 implementation 
beneficial for the bank? 
3. Will the banks’ scope of assets and liabilities measured at fair value be strongly affected by introducing the three 
levels of inputs and valuation techniques?  
In the course of September 2013, a total of 23 banks were contacted (except for foreign bank branches) and the 
final count included 12 banks that had provided fully completed questionnaires. The structure of these 12 banks, 
given the ČNB methodology, is as follows: 
x 3 banks from the group of large banks (a total of 4 banks in the group) 
x 5 banks from the group of medium-sized banks (a total of 8 banks in the group) 
x 3 banks from the group of small banks (a total of 6 banks in the group) 
x 1 building society (a total of 5 banks in the group) 
Of the original number of 23 banks, the participating banks hold 52 % of the market. The predominant number in 
the sample consists of large and medium-sized banks holding, in total, a dominant bank market share. For the given 
purpose, the sample can be considered as sufficiently representative for the survey and the use of its results. 
3.2. Outcomes of the empirical study 
To answer the first question identifying the status of the IFRS 13 implementation in the 2nd half of year 2013, 
a total of 5 sub-questions were drafted, returning the following results: 
1. A total of 11 banks out of the 12 banks included in the group started dealing with the preparation for the 
implementation of IFRS 13 during 2013. 
2. The only bank which did not start dealing with the IFRS 13 implementation over the reported period gives as the 
main reason the time consuming implementation and lack of information on the matter. This is a bank from the 
group of medium-sized banks which appeared in the Czech market through a merger as late as 2012.  
3. All the large banks and all the medium-sized banks expect to cooperate with the parent company or en external 
auditing firm or with both these entities with respect to the IFRS 13 implementation. As regards the small-sized 
banks, one bank does not plan to cooperate with either the parent company or an external consultant due to the 
insignificant impact of the standard on the bank’s book-keeping. Other small banks intend to cooperate with the 
parent company. The building society expects to cooperate with the parent company, too. 
293 Vlasta Kašparovská et al. /  Procedia Economics and Finance  12 ( 2014 )  288 – 295 
4. The question of whether the banks were provided with a methodological guideline or a document for the IFRS 13 
implementation by the regulator was answered negatively by all the banks.  
5. The question of whether the banks have drawn up an internal guideline for the fair value measurement in 
accordance with IFRS 13 was answered positively by 2 large banks and negatively by 1 large bank. As regards 
medium-sized banks, the guideline has been developed by one bank. As regards the small banks, only one of 
them has prepared the internal guideline. Other banks have not drawn up any guideline to date. 
The evaluation of the first five answers to the questionnaire answers the first survey question about the status of 
implementing IFRS 13 in the Czech banks in the second half of 2013. As expected, most banks have started dealing 
with the preparation for the IFRS 13 implementation. If we make an evaluation according to the groups of banks, the 
survey clearly indicates that the group of large banks has progressed most in the preparation as all these banks have 
drawn up internal guidelines and cooperate with the parent companies. This fact is understandable as the large banks 
have the largest share of financial instruments in their portfolios, which will require fair value measurement, such as 
securities and financial derivatives. Banks from the group of large banks are a part of system-important 
consolidation complexes that are subject to external audits as well as enhanced bank supervision of supranational 
system-important corporations. From this point of view, the uniform approach to financial asset and liability 
valuation is a must for all banks belonging to the supranational consolidated groups.  
The groups of medium-sized and small banks are at approximately the same stage of progress and almost all the 
banks expect some cooperation during the implementation. However, most of them have not established internal 
guidelines for the implementation yet. The reason given by some of the banks is the low importance (impact) of the 
IFRS 13 guideline for their book-keeping. 
The second survey question focused on identifying of whether the banks see a difference in the definition of fair 
value according to IFRS 13 and IAS 39 and whether they find the implementation of IFRS 13 beneficial (and, as the 
case may be, in what areas). 
Of the 12 questioned banks, a total of 7 banks commented on the definition of the fair value and 5 banks gave 
a negative statement. The banks giving a positive answer indicate that they do not perceive the change in the 
definition as a principal change but more as a specification-related change. In evaluating the benefits of the standard, 
a total of 7 banks stated that the introduction of IFRS 13 is positive in collecting the fair value concept into a single 
document and in specifying the requirements for the fair value determination. Other changes and benefits of the 
implementation itself are not considered essential. Four banks stated that they do not consider the fair value 
implementation according to IRFS 13 as beneficial for their bank at all.  
The third survey question focused on finding whether the distinguishing of the input levels to determine the fair 
value and the application of the valuation techniques will be reflected in the scope of the bank assets and liabilities 
measured at fair value. 
The surveyed banks largely agree that the distinguishing of the input levels to determine the fair value will only 
concern the securities and derivatives valuation. The classification of the specific groups of securities according to 
the individual input levels shows variability in the surveyed banks. Nevertheless, most banks anticipate that the 
introduction of the three input levels will have no major impact on the scope of the valued instruments as a similar 
input hierarchy has been applied in IFRS 7. The banks do not envisage any transfers of instruments within the 
categories. As regards the third survey question, the banks commented on whether they expect that assets and 
liabilities with the bid and asking prices will use the spread between the bid and asking prices to determine the fair 
value. Of the 12 contacted banks, a total of 9 banks gave a negative response and only 3 banks consider using this 
option in the category of securities. Therefore, the survey indicates that the introduction of the three levels of inputs 
and the possibility of using the fair value as the price between the bid price and the asking price will not have any 
major impact on the scope of assets and liabilities measured at fair value and their book value, as expressed by the 
surveyed banks. 
4. Conclusion 
Standard IFRS 13 is the first comprehensive standard for assets and liabilities measurement at fair value. The 
standard defines the fair value as the exit price based on the market approach. The professional public views the 
benefits in terms of adjusting the content/definition of the fair value as the price based on the market principle, in 
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terms of unifying the fair value measurement within a single document and in terms of specifying the procedures to 
determine the fair value of assets and liabilities. 
In the second half of 2013, the Czech banks were at the stage of preparing the IFRS 13 implementation. The 
results of the survey indicate that almost half the entities in the analysed group does not perceive any change in the 
fair value definition nor a major change in the procedures of determining the fair value. Banks that do perceive 
a change in the definition find it immaterial. This empirically determined status may stem from several facts. The 
implementation of IFRS 13 was at the early stages in most of banks during the survey, which is largely evidenced by 
the fact that most banks (7 banks out of 12 questioned banks) did not have any internal guidelines for implementing 
IFRS 13 in place at the time. A part of the questioned banks stated that they would deal with the internal guidelines 
as part of the preparation of the financial statements at the 2013 year-end. The second reason for the perceived little 
benefit of implementing IFRS 13 may be the insignificant share of these instruments in the bank portfolios affected 
by the changes in the definition and procedures for determining fair value. And, finally, the reason may also be 
attributed to the different subjective perception of the significance of changes introduced by implementing IFRS 13 
amongst theorists and bank managers.  
A part of the acknowledged experts of accounting require that the fair value measurement approaches should be 
expanded in relation to the consequences of the financial crisis. They argue by stating that the financial statements 
do not present the facts fairly, that the principle of historic prices applied to value a part of accounting entity‘s assets 
is outdated. The survey conducted amongst Czech banks at the preparatory stage of the standard implementation 
implies that IFRS 13 fails to live up to the expectations as the banks do not envisage any significant increase in the 
share of instruments measured at fair value. 
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